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Dear Docket Control:
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JAMES M. IRVIN
Commissioner

MARC SPITZER
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WHOLESALE PRICING REQUIREMENTS )
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)

NOTICE OF FILING SUMMARY
TESTIMONY OF REX KNOWLES

AT&T Communications of the Mountain States, Inc., WorldCom, Inc., and XO

Arizona, Inc., hereby provides Notice of Filing Summary Testimony of Rex Knowles.

DATED this 25*" day of July, 2001 .

DAVIS WRIGHT TREMAINE LLP
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2600 Century Square
Seattle, WA 98101-1688
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Denver, Colorado 80202
303-298-6741
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Summary of Rex Knowles' Testimony
XO/AT&T/WorldCom

ACC Docket No. T-00000A-00-0194, Phase II

Rex Knowles' testimony on behalf of XO, AT&T, and WorldCom addresses appropriate

rate levels for collocation in Qwest central offices, including CLEC-to-CLEC connections, as

well as rates for field verifications of conduit space availability in Qwest manholes. Many of

Qwest's proposed prices are grossly inflated and patently unreasonable. Qwest bases its

proposed collocation rates on assumptions that are unsubstantiated or bear no relationship to

reality or forward-looldng costing principles. The testimony addresses some of these

assumptions and proposes that Qwest's field verification rate, CLEC-to-CLEC connections, and

collocation rates for entrance facilities, space construction (includingcage or careless rack

constnlction, do power installation, and engineering), and terminations be established at

substantially lower levels. Qwest in its rebuttal testimony proposes to modify (in mostcases to

lower) some of these rates, but those modifications fail to result in reasonable rates.

Entrance Facilities. Entrance Facilities provide the fiber connection between the CLEC's

outside plant network and the equipment it has collocated in the Qwest central office. Qwest has

proposed rates for Entrance Facilities that are several times higher than the $1 ,201 .16

nonrecurring and $7.47 recurring charges that Qwest proposed for one type of Entrance Facilities

(Express Fiber) in Washington. The discrepancy is attributable, at least in part, to Qwest's

unrealistic assumptions that the manholes, conduit, and cable racldng used to provide these

facilities are dedicated to the use of only 3 CLECs, rather than shared Mth additional CLECs and

Qwest itself. Qwest's modified rates continue to incorporate these assumptions, as well as the

assumption that conduit outside the central office will be placed individually, rather than as part

of a construction project to place multiple conduits simultaneously.
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Space Construction. Space Construction is the combination of cage (or careless space)

construction, power cable installation, and engineering. The costs Qwest estimates to provide

each of these component parts are substantially overstated. The cage construction costs,

including costs for convenience ac outlets and overhead lighting, are over twice the amount

Qwest has paid for cage construction in Utah. Qwest's power cabling cost estimates are not

Arizona-specific but were developed by estimating costs in a sample of five central offices

without any demonstration that each of these central offices represents one fifth of the central

offices in Arizona. Qwest provided some Arizona-specific data on power cable lengths in its

rebuttal testimony that it had refused to provide in discovery but has not modified its cost

estimates to incorporate that data. Qwest provided no data on the tasks and time estimates

associated with its estimate of $10,000 in engineering costs, which are five times higher than an

XO engineer estimated that collocation engineering should cost.

Terminations. Terminations provide the connection between the CLEC's collocated

equipment and the location where the CLEC accesses unbundled network elements. Qwest

proposes to charge rates that are more than twice the rates the Washington Utilities and

Transportation Commission found reasonable based on the charges proposed by another ILEC

for the same functionality. This Commission should similarly conclude that Qwest's rates are

excessive and should reduce them accordingly.

CLEC-to-CLEC Connections. CLEC-to-CLEC connections provide a connection

between a CLEC's noncontiguous collocation spaces or between two different CLECs'

collocation spaces in a Qwest central office. Qwest merely provides the route for the connection,

and the CLEC must install the connections. Qwest proposes rates that are excessive for what

Qwest provides, even at the revised levels in its rebuttal testimony, due in large part to Qwest's

2
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assumption that it will be required to engineer and construct additional cable racldng 5% of the

time. No new cable racldng should ever be required, and Qwest produced no evidence to

demonstrate the contrary. Accordingly, Qwest should be authorized to charge no more than the

$244.82 nonrecurring and no recurring rates that Qwest formerly charged for such connections in

its Arizona central offices.

Field Verifications. Qwest proposes to charge approximately $500 per manhole to

physically inspect each manhole along a conduit route to verify that space is available in Qwest

conduits for CLECs to lease. Qwest imposes a separate charge to check its outside plant records,

which is all that would be required if Qwest kept adequate records. Accordingly, no charge for

field verification should be imposed. If the Commission authorizes Qwest to impose such a

charge, however, the rate should be calculated at no more than two hours of engineering time for

every other manhole along a proposed route. The time Qwest has estimated in excess of that

amount is designed for Qwest to update its own records on other conduits in the manholes and

should not be charged to the requesting CLEC.

3
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I hereby certify that on the 25"' of July 2001, the originals and ten (10) copies each of the
Summary Testimony of Rex Knowles, Michael Hydoek, and Thomas Weiss,on behalf of the
Joint Case of AT&T Communications of the Mountain States, Inc., WorldCom, Inc., and XO
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DATED this 25*h day of July, 2001.
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Summary of Michael Hydock's Testimony
AT&T/WorldCom/X0

ACC Docket No. T-00000A-00-0194, Phase II

Mr. Hydock provides a summary of the specific pricing proposals that AT&T,

WorldCom and XO ("Joint Interveners") are malting for services and elements at

issue in this proceeding. Mr. Hydock's testimony serves to frame the Joint

Interveners' case with respect to pricing and policy analysis. Mr. Hydock

sxunmarizes the Joint Interveners' case and provides the pricing recommendations

that follow from the technical witnesses' analyses. Mr. Hydockalso discusses the

appropriate pricing and policy framework the ACC should follow with respect to

this case. Specifically, Mr. Hydock's testimony recommends:

1) The ACC must require Qwest to provide cost-based loop rates that reflect all

current information and updated information since the ACC first reviewed

these rates in 1997. Factors such as capacity utilization, more refined cost

input factors, capital structure factors, Qwest/U S WEST merger efficiencies,

and other issues as described in my testimony and in the testimony of

Mr. Weiss must be used to update Qwest's UNE prices. These factors have

been incorporated into the Joint Intervenor's proposed loop and other UNE

rates. The Joint Interveners estimate that such a reduction will result in a rate

for the UNE loop that is approximately 50% percent lower than that adopted

'm the prior cost proceeding. The current statewide average loop rate of $21.98

has not and will not lead to the development of any significant competition in

Arizona.
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2) True deaveraging must be implemented for Qwest's loop prices in the course

of this docket. Current structures for deaveraging permit Qwest to charge

CLECs the same rate for a loop, regardless whether that loop is in downtown

Phoenix, close-in suburbs, or in less densely populated areas in the Phoenix

valley. Most of Qwest's access lines in Arizona are in cities and suburban

areas. The deaveraged zones must allow for meaningful competition, by

basing prices on the proper cost distribution.

3) The proposed collocation costs and price/rate structures of Qwest need to be

re-designed and lowered. Qwest has included costs in the nonrecurring rate

element that are excessive, inefficient, and result in discriminatory prices for

collocators.

4) Non-recurring charges must be based on forward-looldng efficient practices,

not on unreasonable inefficient practices as assumed in the Qwest non-

recurring cost estimates.

An updated price list incorporating these recommendations is attached as Exhibit MH-

IR.

2
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Testimony of Michael Hydock
ACC Docket No. T-00000A-00-0194

Exhibit MH-1R
(Revised Exhibit MH-1)
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BEFORE THE ARIZONA CORPORATION COMMISSION

WILLIAM A. MUNDELL
Chairman

JAMES M. IRVIN
Commissioner

MARC SPITZER
Commissioner

DOCKET no. T-00000A-00-0194IN THE MATTER OF INVESTIGATION
INTO U S WEST COMMUNICATIONS,
INC.'S COMPLIANCE WITH CERTAIN
WHOLESALE PRICING REQUIREMENT
FOR UNBUNDLED NETWORK
ELEMENTS AND RESALE DISCOUNTS

)
)
)

S )
)
)
)

NOTICE OF FILING
SUMMARY TESTIMONY OF
THOMAS H. WEISS

AT&T Communications of the Mountain States, Inc., WorldCom, Inc., and XO

Arizona, Inc., hereby provides Notice of Filing Summary Testimony of Thomas H.

Weiss.

DATED this 25"' day of July, 2001.

DAVIS WRIGHT TREMAINE LLP

By
Mary E. Steele
Davis Wright T tremaine LLP
1501 Fourth Avenue
2600 Century Square
Seattle, WA 98101-1688
206-628-7772
206-628-7699 (facsimile)

Mary B. Tribby
Rick S. Walters
1875 Lawrence Street, Suite 1500
Denver, Colorado 80202
303-298-6741
303-298-6301 (facsimile)

Attorneys for AT&T Communications
of the Mountain States, Inc.
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Summary of Direct Testimony of Thomas H. Weiss
AT&T/WorldCom/XO

ACC Docket No. T-00000A-00-0194, Phase II

PURPOSE

In connection with this docket, I have filed two (2) sets of direct testimony on behalf of
AT&T Communications of the Mountain States, Inc., WorldCom, Inc. and XO Arizona,
Inc.

My initial Direct Testimony was filed on May 16, 2002 and it serves two general
purposes. First, I examined Qwest's cost studies related to recurring and non-recurring
charges, and respond to Qwest's witness, Ms. Million, regarding her assertions that
Qwest's cost estimates are allegedly Total Element Long Run Incremental Cost
("TELRIC") compliant and that the resultant prices Qwest proposes are purportedly
correct. Second, I examine the administrative and technical assumptions that are used in
the AT&T/WorldCom Non Recurring Cost Model ("NRCM"). Although Mr. Lathrop
explains this model in detail, I address the validity of the assumptions in my testimony.

Subsequently, on May 18, 2001, I filed direct testimony to report and explain the results
of my critical evaluation of Qwest's LoopMod2, the model with which Qwest computes
its costs of unbundled loop elements.

RECURRING COSTS

I examined Qwest's proposed annual charge factors used throughout its recurring costs
analyses, the network architecture and basic equipment investment costs assumed by
Qwest in its analyses of the recurring cost; and the loading factors and fill factors used to
develop the incremental investment costs that form the basis for Qwest's recurring cost
analyses. The results of my cost factor analyses apply to 81 elements at issue in this
docket. However, I offer specific examples of recurring rate proposals only for the
following network elements based on Qwest's approach adjusted for changes that
recommend to the various Qwest cost factors:

•

DS1 Capable Loops (all zones);
DS3 Capable Loops (all zones);
Unbundled Direct Interoffice Transport ("UDIT,") for DSO,
DSI, DS3, OCT and Ocl2 multiplex arrangements; and
Shared Transport.

From these analyses, I determined Qwest's recurring cost proposals in this case
are overstated by approximately 125% relative to my own findings concerning the
recurring costs of all interconnection and unbundled network elements.
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FCC TELRIC Rules:

My testimony filed on May 16, 2001 includes a discussion of the FCC Rules that
pertain to local interconnection and UNE rates. Part of that discussion includes
reference to and comment on Section 5l.505(d)(4) of the FCC's Rules which
states that revenues which subsidize other services may not be considered in
developing forward-looldng economic costs.

Qwest has argued in this docket that the prices it charges for loops in it retail
market are set below the level of "cost" and, therefore, other services subsidize
retail provision of the local loop. A question has been raised to the effect that if
Qwest's retail loop prices are, in fact, set below the underlying "cost," do those
prices violate the FCC's Rules and specifically the rule at Section 51 .505(d)(4)?

In my opinion, technically, the prices that Qwest charges for services it provides
to end-users at retail do not impact TELRIC costs of network elements. However,
if Qwest is correct in its assertion, then to the extent that such subsidies are not
provided equally to CLECs, this Commission must move to eliminate the
offending subsidies from Qwest's retail rate structure. Should the subsidy
arrangement to which Qwest refers be allowed to persist or to be exacerbated by
further retail rate reductions, then the CLECs cannot possibly compete with
Qwest in the local exchange market and the effort to transition that market from
monopoly to competition most certainly will fail.

Also in my testimony filed on May 16, 2001 , I recommended that product
advertising costs not be reflected in TELRIC developed for local interconnection
and UNEs. In rebuttal to my position, Qwest argues that its product advertising
expense benefits CLECs by building customer awareness of both Qwest's and the
CLECs' products. Based on Qwest's rebuttal position, a question has been raised
as to whether the FCC has considered such arguments as Qwest has presented in
favor of including product advertising costs in UNE prices and, if not, what would
be the FCC's likely position on the issue.

Beginning with its First Report and Order in CC Docket No. 96-98, the FCC has
consistently maintained that TELRIC must not include any forward-looking costs
for the ILEC to produce an element if that cost would not be incurred by an
efficient firm that produced nothing but the element -- a concept that has been
memorialized in FCC Rules Section 5l.505(c)(2). Obviously, if Qwest was to
produce nothing but a given network element and the only market for that element
was represented by the CLECs, then Qwest would not have to expend resources to
advertise the element. Accordingly, based on Section 5 l .505(c)(2) of its Rules, I
believe that the FCC would excluded Product Advertising expense from the
TELRIC of local interconnection and UNEs at issue in this docket.
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Finally with respect to TELRIC Rules, in my direct testimony filed on May 16,
2001, I recommended that the TELRIC of an element not include any assignment
of cost that represents revenue that may not be collected from Qwest's
competitors in the local exchange market. Several questions have been raised
with respect to dirt issue and I respond to them below:

First, I am not aware of any FCC or ACC positions on the issue. Nevertheless, no
business with which am familiar arid which operates in a competitive market
sets the prices of its products and/or services with a specific allowance for
uncollectible revenue included in its price(s). Rather, prices in a competitive
market are a function of market supply and customer demand. To the extent that
a participant in such a market believes that its experienced level of uncollectible
revenue is excessive, it is free to initiate steps designed to correct the problem.
One solution would be to require actual offending customers to remit payment in
advance of providing products or services, still another solution would be to
require offending customers to post performance bonds that would compensate
the business in the event that offending customers fail to meet their obligations.
For example, utilities have required certain end user customers to advance
payment before service is rendered or they require some form of performance
bond (e.g., deposits) from end users that have been shown to constitute or that are
expected to represent a risk of failing to meet their payment obligations. Qwest
could employ either or both of these approaches to offending CLECs, if any, and
avoid the broad allocation to all CLECs of the risk for failure of only some
CLECs to pay for the local interconnection and UNEs that they use.

NON-RECURRING COSTS

With respect to non-recurring costs, I reviewed Qwest's alleged work time, and
the probabilities used to develop non-recurring costs that are attributable to
making network elements available for use by Competitive Local Exchange
Carriers ("CLECs") and Qwest's non-recurring charges ("NRCs") developed
from those activities. From this review, I conclude generally that Qwest's
proposals for the costs of non-recurring activities are overstated by between 50%
and 70% relative to the true forward-Iooldng costs of processing and completing
CLECs' requests for interconnection and unbundled network elements. I
recommend that the Commission use the results from the NRCM (described by
Mr. Lathrop) to establish Qwest non-recurring charges applicable to local
interconnection and UNEs in this docket.

LOOP COSTS

My critical evaluation of Qwest's LoopMod2 model for estimating the cost to
provide unbtmdled loops for use by CLECs reveals that the accuracy of the results
reported out of LoopMod2 depend on input assumptions relative to seven (7) key
variables (including fill factors, placement methods, and structure sharing) which
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influence the cost that ILE Cs incur to engineer and construct loop plant. I
examined Qwest's assumptions with respect to each key variable and I explain
that Qwest's analyses overstate the costs of providing unbundled network loops.

Distribution Fill Factors:

Among the LoopMod2 variables that I identified as a key input assumption is distribution
fill. The proper designation of distribution fill in any loop cost model is one critical
element in properly defining forward-looldng loop costs. Should the model specify
distribution fill at higher than a reasonable forward-looldng level, then loop prices would
be set below forward-looldng incremental cost and the ILEC runs a risk of not fully
recovering its total cost of providing loops. Conversely, if distribution fill is specified too
low relative to the proper forward-looldng level, CLECs would pay prices that exceed
forward-looldng incremental cost and they run the risk of facing a severe barrier to their
entry into the competitive local exchange telecommunications market.

In this case, I recommend that the average forward-looldng fill applicable to
distribution plant should be 0.6250 in Density Groups l, 2, and 5, and 0.6667 in
Density Groups 3 and 4. Qwest takes exception to my recommendations arguing :
(1) that they would violate the engineering practice that applied as far back in
time as 1982, and (2) that they do not reflect Qwest's actual second line take in
Arizona in 1998. Obviously, Qwest's citation to distribution plant engineering
design guidelines from 19 years ago is an anachronism; the network itself and
customer demands on that network have changed so radically since 1982 as to
render any reference to 19-year old loop plant designs as being of no value,
practical or otherwise, in this or any other debate concerning telecommunications
distribution plant. Qwest's reliance on 1998 actual Arizona second line take rates
in rebuttal to my position is equally anachronistic, furthermore, it violates a basic
tenet of TELRIC pricing which forbids the use of embedded costs to determine
TELRIC-based prices. Neither of Qwest's rebuttal arguments on distribution till
factors deserves any weight in this debate.

The rates and charges that result from this docket should reflect forward-looking
approaches to network design and to customer demand. As a practical matter,
current forward-looldng network designs no longer contemplate the deployment
or use of copper distribution cables exclusively. Rather, for example, FTTC
(Fiber To The Curb) designs currently are accompanying copper distribution plant
designs even for local carriers, such as Sprint Communication, that generally have
fewer resources than Qwest and that serve customers with generally less complex
forms of demand than Qwest's customers. Deployment of FTTC permits a
telephone company to postpone additional copper feeder and distribution
deployments and, thereby, allows the telephone company to enjoy higher feeder
and distribution fills. Unlike Qwest's proposed fill ratios for distribution
capacity, my recommendations reflect these modem loop network design realities.
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On behalf of regulatory staffs in two (2) states, I have formally recommended and
supported a distribution fill factor of 0.6667 in connection with recent
proceedings involving the development of interconnection and UNE rates and
charges for Verizon Communications, Inc. (formerly known as "Bell Atlantic) in
two (2) states: Vermont (VPSB Docket No. 5713) and Rhode Island (RIPUC
Docket No. 2681). After extensive hearings, briefings, etc., the VPSB ordered
rates and charges for local interconnection and UNEs based largely on my
specific recommendations, including, as I recall, my recommendation on
distribution fill factor. Also, after extensive hearings in Rhode Island, the RIPUC
adopted my recommendations for local interconnection and UNE rates, those
recommendations are based on a distribution fill factor of 0.6667. I believe
Vermont is similar, in terms of geography and demography, to Arizona.

I should note that my recommended distribution fill factor is higher than the
distribution fill realized in the HAI Model filed by AT&T, WorldCom and XO in
this proceeding. It is my opinion that the HAI Model is actually conservative in
favor of Qwest in its treatment of distribution fill.

Cable Placement Methods:

A major factor impacting loop costs is the assumed means by which cable is
placed and supported. With regard to cable placement methods, I recommend that
the Commission use the default inputs from the HAI model; that model assures
that between 3% and 5% of distribution cable placement activity in high density
areas is undertaken using the directional boring method. The LoopMod2 default
inputs be determine loop costs using the directional boring method for distribution
and rural feeder cable in 20 percent to 45 percent of placements in Density
Groups 1-4, and in 5 percent of placements in Density Group 5 (rural).

In its rebuttal to my testimony on placement methods, Qwest changed its position
modestly to retiect no buried cable placements using the boring technique but
only with respect to Density Group 5 (nlral); Qwest did not advance any different
positions than that taken in its direct testimony on the use of the directions boring
technique in Density Groups 1-4. While Qwest's "revision" on this issue is a
move in the correct direction (at least for the rural density group), it certainly fails
to represent the proper forward-looldng mix of construction techniques that
should apply to loop cost determinations as I discuss them in my direct testimony
filed on May 18, 2001. Additionally, my recommendations on cable plant
placement methods are in line with those adopted by this Commission in Docket
No. U-3021-96-488 §1; al., Qwest's proposals are not.

Structure Sharing:

In my direct testimony, I advocate that the Commission continue using its earlier
findings on structure sharing percentages (50%) for purposes of defining the cost
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of interconnection and UNEs in the instant docket. In support of my position, I
cited the testimony of a Qwest witness, Ms. Genie Cervarich, a Qwest field
engineering operations manager who supported the same position in connection
with a 1997 proceeding in Washington State. My experience as a field
engineering manager includes several instances where municipal governments
required all utilities in small to medium-size towns in southeastern states to bury
plant in shared trenches to the degree permitted by the National Electric Safety
Code. Additionally, from my work as a consultant before the New York Public
Service Commission, I know that, in New York City there is an absolute
requirement that utilities share underground structures (principally conduit) in the
city. Thus, requirements by municipal governments for utilities to share
structures extensively are not something new, they have been in place for years.

Logic of the LoopMod2 Algorithms and Comparison with the HAI Model:

As part of my analysis of LoopMod2, I conducted a series of tests on that model
to ascertain whether it produces changes in loop cost results that could
reasonably be expected given measured changes in the inputs to the model. The
results of this portion of my analysis lead me to conclude that engineering
algorithms that comprise LoopMod2 are likely to contain logical and/or
computational errors that render the model useless to the purpose for which it was
intended. In this portion of my direct testimony, I conclude that the only reliable
model available for use in defining the forward-looldng costs of unbundled loops
in this docket is the HAI 5.2a model.

Qwest takes issue with my analysis and conclusions regarding the logic of
LoopMod2 output results arguing that my criticisms are meaningless. In
responding to my position, Qwest compares my conclusions from testing the
sensitivity of LoopMod2 with its own conclusions derived from its tests of the
HAI 5.2a model. One of Qwest's specific findings is that there is virtually no
change in loop costs when the analyst tests the output of either model (LoopMod
or HAI 5.2a) against changes in the assumed copper/fiber cross-over point. The
fact is that the percentage change in loop cost derived from HAI 5.2a with a given
percentage change in the distance from the central office to the cross-over point is
(as I would expect) over four-times (4X) the percentage change derived from
LoopMod2, given that the same percentage change in cross-over distance is
assumed for each of the competing models. In its rebuttal, Qwest reports similar
results from other similar analyses of HAI 5.2a, in each case, the HAI model
produced results that are more in line with my experience than results that are
produced by LoopMod2.

In its direct case, Qwest claims that the results produced by LoopMod2 are
"within a zone of reasonableness," with that zone being defined as the results
produced by each of the more well-known loop cost models that circulate in the
industry. Of course, Qwest's characterization of the LoopMod2 results

6



H

'v
at A

it

necessarily means that loop cost results reported from any one of the models in
Qwest's listing can be considered as being "reasonable." The issue is not whether
the results can be considered as falling within a "reasonable" range. Rather, the
issue is whether the process used to produce the results is a logical one that yields
consistently logical results, given realistic changes in applicable input
assumptions. In my opinion with respect to that issue, as I explain in my direct
testimony, the HAI 5.2a model stands head-and-shoulders above LoopMod2.

As to regulatory acceptance, the HAI models have enjoyed significant success.
By design, the HAI models have evolved to be relied-upon, in whole or in part, to
define forward -looldng costs for UNEs, including loops in local interconnection
and UNE proceedings throughout Qwest's operating territory, in addition to
Arizona, the HAI model (or one of its predecessors) has received acceptance
Colorado, Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North
Dakota, Utah and Washington. Further, the structure of the HAI model forms a
basis for the FCC Synthesis Model (SM). The Commission's adoption of HAI
5.2a in connection with this docket will produce reasonable rates and charges that
operate fairly to compensate Qwest for the costs that it incurs to make local
interconnection and UNEs available for use by CLECs and, equally important, the
resulting rates and charges will promote the development of real competition for
telecommtmications services in Arizona.
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